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WORK SESSION ITEM

TO : R e d e ve lopm e nt A ge ncy Board

FRO M : D ire ctor of Com m unity and Econom ic D e ve lopm e nt

SUBJECT: Loan for Se ism ic Retrofit and Facade Im provem ents  for th e
Green Sh utter H otel

Recom m endation:

It is re com m e nd e d  th at th e  R e d e ve lopm e nt A ge ncy Board  adopt th e  attach e d  re solution
auth oriz ing a loan from  th e  Low  and  Mod e rate  Incom e  H ousing Fund in th e  am ount of
$550,000 to Crow n Manage m e nt, Inc. and  A m e rican H ote ls, Inc for th e  s e i sm ic re trofit
and  facad e  upgrad e  of th e  Gre e n Sh utte r H ote l.

Back ground:

Th e  Gre e n Sh utte r H ote l at th e  corne r of B and Main Stre e ts w as built in 19 20. Initially
constructe d  as a tw o story concre te  block  com m e rcial building in th e  Fe d e ral R e vival style
fronting on B Stre e t, in 19 26, it w as gre atly e xpand e d  and  conve rte d  to h ote l use w ith  an
e xte nsive  tw o-story brick  add ition e xte nding ne arly 200 fe e t south  along Main Stre e t. Long
a landm ark  in dow ntow n H ayw ard , th e  Gre e n Sh utte r is h om e  to a re staurant, s h ops and  a
single  room  occupancy re s i d ential h ote l. D ue  to its age  and  type  of construction, th e  Gre e n
Sh utte r com e s  und e r th e  City’s Earth q uak e  H az ard  R e duction for Unre inforced  Masonry
Buildings  O rdinance .

In 19 9 3, Council e stablish e d  a se i sm ic re trofit loan program  for unre inforce d  m asonry
buildings in dow ntow n H ayw ard. Th e program  w as ope rated  by a consortium  of local
le nd e rs, led by  Bank  of th e  W e st. Th e  program  focuse d  on providing re trofit loan funds  for
com m e rcial prope rtie s  w h ich  m e t bank  und e rw riting guid e line s , since  ve ry fe w  le nd e rs  w e re
m ak ing re trofit loans at th at tim e . Program  le nders  w e re  aw are  of th e  ne e d  to se i sm ically
re trofit th e  Gre e n Sh utte r and  th e  fact th at it d id  not fit program  guid e line s  b ecause  it h ous e d
both  re tail and  re s i d ential use s. Th e re fore , th e  le nd e r agre e m e nt includ e d  a claus e  e nabling
a single  bank  or com bination of bank s  to m ak e  re trofit loans w h ich  didn’t fit w ith in th e
program  guid e line s.
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Resolving Legal and Underw riting Issues
Th e re  w e re  a num b e r of le gal and underw riting issue s  th at ne e d e d  to b e  re solved  b efore  a
loan could  b e  m ad e  for th e  Gre e n Sh utte r H ote l

Q Th e  first issue w as ow ne rsh ip. Th e  Gre e n Sh utte r w as one  of th e  as s ets in a trust, th e
b ene ficiary of w h ich  w as th e  San Francisco Foundation. Th e  d e ath  of th e  trust’s ow ne r
pre cipitate d  a le gal battle  w h ich  tie d  up th e  building for s eve ral ye ars

63 Th e  s econd i ssue w as th at th e  bank  re q uire d  th e  ow ne r to subordinate  th e  ground  le as e
as a condition of m ak ing th e  loan. Th e  h ote l and  com m e rcial prope rtie s  are  actually on
a ve ry long-te rm  ground  le as e. A m e rican H ote ls purch as e d  th e  m aste r le as e  from  th e
pre vious le as e  h old e rs in 19 9 6. A m e rican H ote ls/Crow n Manage m e nt spe nt a num b e r
of m onth s  w ork ing w ith  repre s e ntative s  of th e  San Francisco Foundation to obtain
pe rm ission to subordinate  th e  Foundation’s inte re st to Bank  of th e  W e st during th e
outstanding loan te rm .

+ Th e  th ird i s sue w as th at bank s  are  not use d  to m ak ing se ism ic re trofit loans for buildings
w ith  substantial re tail and  substantial re s i d ential use s. Le nd e rs usually h ave  s eparate
d e partm e nts w ith  d iffe re nt und e rw riting guid e line s  for re tail com m e rcial and  re s i d ential
h ote ls.

It h as tak e n five  ye ars to obtain financing for th is proje ct. D ue  to ch anges in th e  bank ing
industry, m ost of th e  consortium  m e m b e rs are  no longe r ind e pe ndent institutions. Th e re fore ,
Bank  of th e  W e st w ill b e  th e  sole  private  consortium  m e m b e r m ak ing th is loan. Th e  Gre e n
Sh utte r H ote l is th e  last building to b e  fund e d  th rough  th e  s e i sm ic re trofit loan program .

Propose d  Loan Structure
Th e  total construction cost for th e  re trofit, h andicap acces s  and  faq ad e  im prove m e nts is
e stim ate d  at $1 m illion. A pproxim ate ly, $850,000 is  for th e  re trofit and  h and icap
im prove m e nts and  $150,000 is  to re store  th e  build ing falad e . Th e  Bank  of th e  W e st is
und e rw riting th e  loan at $450,000, bas e d  upon th e ir d e bt s e rvice  re q uire m e nts. Th is le ave s
a gap of $550,000 w h ich  A m e rican H ote ls/Crow n Manage m e nt is re q ue sting to borrow
from  th e  R e d e ve lopm e nt A ge ncy’s Low  and  Mod e rate  Incom e  H ousing Fund  (Low /Mod
Fund ). In ad d ition, Crow n Manage m e nt/Am e rican H ote ls h as inve ste d  $100,000 in
construction draw ings, plan ch e ck  and prope rty repairs  to-date .

Staff h ave  re vie w e d  and  ve rifie d  th e  financial data and construction-re late d  inform ation
prepare d  for Bank  of th e  W e st, by Crow n Manage m e nt, Inc/Am e rican H ote ls, for th is
proje ct. Financial state m e nts s h ow  a positive  cash  flow  to th e  com pany ove r th e  th re e
ye ars provided. Crow n Manage m e nt/Am e rican H ote ls ope rate s  25 h ote ls th rough out
North e rn California and  h as  approxim ate ly 250 e m ploye e s; D un and  Bradstre e t’s
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com posite  cred it analysis indicate s  ove rall good  cred it. Bank  of th e  W e st h as und e rw ritte n
th e  loan conse rvative ly w ith  a significant allow ance  for com m e rcial vacancy and  te nant
im prove m e nts. Th e re fore , th e  actual cash  flow  available , w ith out an incre ase  in
com m e rcial te nancy, appe ars to b e  m ore  th an sufficie nt to repay th e  R e d e ve lopm e nt
A ge ncy’s loan.

Th e  Bank  of th e  W e st’s funds  w ould b e  used  for th e  s e ism ic re trofit of th e  com m e rcial
prope rtie s  and  h andicap acces s  re q uire m e nts; th e  Low /Mod  Fund  m onie s  w ould  b e  use d
for th e  s e ism ic re trofit of th e  re s idential h ote l and  repair of th e  facad e . A lth ough  th e  City
h as a facad e  im prove m e nt program  utiliz ing Com m unity  D eve lopm e nt Block  Grant
(CD BG) funds , for w h ich  th e  Gre e n Sh utte r H ote l i s  eligible , staff is proposing th at
Low /Mod  Funds  b e  us ed  for th is proje ct for tw o re asons:

+ :+ Th e  use  of CD BG funds  w ould  add  a com ple x, tim e -consum ing laye r of re gulations on
th is proje ct; and

4+  Th e  fund s  b elie ve d  to repair th e  Gre e n Sh utte r facad e  w ould use  alm ost h alf of th e
funds  allocate d  for th e  CD BG-fund e d  fagad e  program , th e reby  elim inating th e
opportunity for th re e  to five  oth e r prope rtie s  to participate  in th at program .

Staff is re com m e nding th at th e  guid e line s  for th e  falad e  program  b e  used  for th e  portion
of th e  loan d e vote d  to facad e  repairs, includ ing th e  re q uire m e nt th e  borrow e r m ust
m aintain th e  prope rty according to th e  m ainte nance  sch e d ule  in th e  loan agre e m e nt.

Th e propos ed  loans w ill be  structure d  as follow s:

+  Bank  of th e  W est
Th e  Bank  w ill m ak e  a s h ort-te rm  construction loan of $450,000 at prim e  inte re st rate plus
2 pe rce ntage  points for one  ye ar. Th e  construction loan w ill b e  re cord e d  on th e  prope rty.
A fte r construction is com ple te d , th e  construction loan w ill b ecom e  a m ortgage  of $450,000
w ith  a low e r inte re st rate  [s et at th e  five  (5) ye ar Tre asury Note  yie ld plus 3% for five  ye ars]
and  an option to re s et th e  rate  and  e xte nd  th e  loan for an add itional five  ye ars. A n annual
debt s e rvice paym e nt of approxim ate ly $47,000 w ill b e  re q uire d .

+ 3 R e d evelopm ent Agency
Th e  R e d e ve lopm e nt A ge ncy w ill m ak e  a construction loan of $550,000 at th e  five  (5) ye ar
Tre asury rate  plus 2 pe rce ntage  points for one  ye ar. Th e  construction loan w ill b e  re cord e d
on th e  prope rty. A fte r construction is com ple te d , th is loan w ill b e  conve rted  into a s econd
m ortgage  of $400,000 at th e  five  (5) ye ar Tre asury Note  rate  plus 2% and  a th ird  m ortgage
of $150,000 w h ich  w ill b e  a fully defe rre d  facade  im prove m e nt loan th at w ill b ecom e  d ue
and payable  if th e  prope rty is not m aintaine d  according to standard. Paym e nts on th e
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s econd  m ortgage  m ay b e  partially defe rre d  and  w ill not b ecom e  fully am ortiz ing until th e
first m ortgage  is paid off or th e  prope rty is ge ne rating sufficie nt cash  flow  to m e e t th e  d e bt
s e rvice  re s e rve  re q uire m e nts of Bank  of th e  W e st. Th e proje ct, as curre ntly und e rw ritte n
by Bank  of th e  W e st, allow s th e  R e d e ve lopm e nt A ge ncy to re ce ive  a m inim um  annual
paym e nt of only $16,000 on its  s econd m ortgage . Th is w ill partially pay annual inte re st
costs; h ow e ve r, unpaid inte re st w ill continue  to accum ulate . A s  d e scrib e d  above , staff’s
financial analysis indicate s  th at sufficie nt cash  flow  w ill e xist to pay m ore  th an th e
m inim um  annual paym e nt. Since  inte re st w ill accrue  on th e unpaid inte re st, th e re  is a
pow e rful ince ntive  for A m e rican H ote ls/Crow n Manage m e nt to repay th e  A ge ncy as
m uch  as cash  flow  pe rm its.

Sum m arv

Th e  Gre e n Sh utte r H ote l is a landm ark  building in th e  h e art of H ayw ard’s  dow ntow n. A n
unre inforce d  m asonry building, it ne ed s  s e i sm ic re trofitting in ord e r to prote ct th os e  w h o
live  and  w ork  th e re  and  anyone  w h o m igh t b e  ne arby w h e n a se i sm ic e ve nt occurs.
Be cause  it is an old e r structure  w ith  a m ix of com m e rcial and  res idential uses  and is  on a
ground  le as e , it h as  b e en ve ry d ifficult to find  le nd e rs  w illing to finance  th e  ne e d e d
construction. Th e  Bank  of th e  W e st h as indicate d  a w illingne s s  to fund part of th e
construction and  th e  m aste r le s s e e  h as  fund ed  som e  ne e d e d  repairs but approxim ate ly
$550,000 is ne e d e d  to com ple te  th e  re trofit, h andicap acces s  re q uire m e nts, and com ple te
th e  fagad e  im prove m e nts. Staff is re com m e nding th at th e  R e d e ve lopm e nt A ge ncy Board
approve  th is loan from  th e  Low  and  Mod e rate  Incom e  H ousing Fund  b ecaus e  of th e  long
te rm  b ene fits to dow ntow n H ayw ard  from  re storing th is im portant structure .
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Prepared by :

/r-/j&&.&q&.
A nn R . Baum an 4(9  $L
com m unity Planrd- gand
Econom ic D e ve lopm e nt A d m inistrator

Recom m ended by:

Sylv& Eh re nth al
D ire ctor of Com m unity
Econom ic D e ve lopm e nt

Approved  by:

! /

Jestis  A rm as
City Manage r

A ttach m e nt: R e solution

O ctob e r 16,19 9 8



REDEVELOPMENT AGENCY OF THE ClTY OF HAYWARD

RESOLUTION NO. RA-

Introduced by Commissioner

RESOLUTION AUTHORIZING A LOAN OF $550,000 FROM
THE LOW AND MODERATE INCOME HOUSING FUND FOR
SEISMIC RETROFIT AND OTHER IMPROVEMENTS TO THE
GREEN SHUTTER HOTEL

WHEREAS, Crown Management, Inc., master lessee, and its management agent,
American Hotels, Inc., are the operators of the Green Shutter Hotel (“Owners”), an unreinforced
masonry building located in downtown Hayward at the corner of “B” and Main Streets, which
contains housing used by persons of low and moderate income; and

WHEREAS, the Owners intend to perform a seismic retrofit, together with
ancillary facade repairs, and to install handicap access improvements in the Green Shutter Hotel,
and the total cost of such repairs and improvements (“the Construction”) have been estimated to
be $1 ,OOO,OOO (One Million dollars); and

WHEREAS, the Owners have asked the City of Hayward and the Redevelopment
Agency of the City of Hayward for a loan in the amount of $550,000 (Five Hundred Fifty
Thousand dollars) to finance that part of the proposed Construction for which financing from
private lenders is not available; and

WHEREAS, the Owners’ loan request was duly considered by the City Council,
in its capacity as the Redevelopment Agency of the City of Hayward, at its October 20, 1998,
meeting, pursuant to the report and recommendations presented by the Agency’s staff.

NOW THEREFORE BE IT RESOLVED by the Redevelopment Agency of the
City of Hayward that it hereby determines that the proposed Construction is necessary to
ameliorate building conditions at the Green Shutter Hotel which are potentially hazardous to the
health and safety of low or moderate income residents in the event of a tremor and will also
benefit low or moderate income residents by providing handicap access, therefore the Property
Owners’ loan request is for purposes consistent with the policies for loans from the Low-and-
Moderate Income Housing Fund.

BE IT ALSO RESOLVED that the Redevelopment Agency of the City of
Hayward authorizes a loan not to exceed $550,000 (Five Hundred Fifty Thousand dollars) from
the Low and Moderate Income Housing Fund, Fund 452, to the Owners of the Green Shutter
Hotel, to be used to defray the costs of the Construction.



BE IT FURTHER RESOLVED that said loan shall be subject to the following
conditions:

(1) The Owners shah execute and convey to the Agency a promissory note in the
amount of $550,000 in a form acceptable to the Agency’s GeneraI Counsel, which
provides the following:

(A) The loan will accrue interest at a rate equal to the rate of interest earned by
five year treasury notes plus two percent.

(B) The portion of the loan proceeds, to be used for seismic retrofit and
handicap access improvements, which are currently estimated to be
approximately $400,000 (Four Hundred Thousand dollars), and interest
thereon shall become due and payable no later than five years after the
Construction is completed, unless the Executive Director authorizes an
extension of the loan for ag additional period of time, which shall not
exceed five years.

(C) Payment of the remainder of the loan proceeds, to be used for facade
repairs and improvements, which are cnrrently estimated to be
approximately $150,000 (One Hundred Fifty Thousand dollar), and
interest thereon shall also become due on terms and conditions acceptable
to the Agency’s Executive Director.

(2) The Owners shall provide security for repayment of the loan by executing and
conveying to the Redevelopment Agency a second mortgage/deed of trust
securing that portion of the loan which is to be used for the seismic retrofit and
handicap access improvements, currently estimated at !$400,000  (Four Hundred
Thousand dollars), and a third mortgage/deed of trust for that portion of the loan
which is to be used for the facade repairs and improvements, currently estimated
at $150,000 (One Hundred Fifty Thousand dollars), in a form acceptable to the
Agency’s General Counsel.

(3) The loan documents shall also provide that the loan or portion thereof, together
with accrued interest, shall become immediately due and payable to the Agency
upon written demand if the Agency’s Executive Director determines that the
Owners are not complying with their responsibility to maintain the Green Shutter
Hotel structure in accordance with a Maintenance Agreement acceptable to the
Agency’s Executive Director, which the Owners shall execute as an additional
condition of the Agency’s loan.

(4) If authorized by the Agency’s Executive Director, the Owners’ obligation to repay
the portion of the loanused for facade improvements, together with accrued
interest, may be suspended during the time period that the Green Shutter Hotel is
fully maintained in accordance with the terms of a Maintenance Agreement which



the Owners shall execute as a further condition of the loan, which are acceptable
to the Executive Director and approved as to form by the Agency’s General
Counsel.

BE IJI? FURTHER RESOLVED that the Agency’s Executive Director is authorized to
negotiate, finalize and execute the loan documents contemplated by this Resolution and to t&e
other actions necessary to implement this Resolution.

HAYwARD,cALlFoRNu , 1998

ADOPTED BY THE FOLLOWING VOTE:

AYES:

NOES:

ABSENT:

ATTEST:
Secretary of the Redevelopment Agency
of the City of Hayward

APPROVED AS TO FORM:

General Counsel


